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Dear Applicant:

We have considered your application for recognition of
exemption from federal income tax as an organization described in
section 501(c) (6) |of the Internal Revenue Code. On

, you filed fqr recognition of exemption from federal income
tax as an organization described in section 501(c)(3) of the
Code. In a letter dated NN, your authorized
representative withdrew that application and submitted your
application for rdcognition of exemption as an organization
described in saction 501(c)(6). We have determined that you do
not qualify for exemption under sectlion $501(c) (6) of the Code.
Oour reasons for this conclusion and the facts upon which it is
based are explained balow.

The information submitted indicates that you were
incorporated on ,
GEEBEER = Your Articles of Incorporation state that you shall
engage primarily in activities to promote partnering between
companies and academia to create high technology jobs in

through the development of

ANMY. Your bylaws state that your property and business
shall be managed by a Board of Diractors, consisting of
persons, who shall constitute your sole members.

In your application, you state that you were formed in order
to assist in the davelopment of SNNNNNNENNNE, initiated upon
award of a grant from and you include
sevaeral industrial and acadamic partners. You state that your

current projects

which will eventually lead to Wl
. You state that your purpose is
to stimulate the scientific research and developmant to promote
industry and the creation of jobs in and
that your activity is currently conducted by your individual
partners at their; places of businass. You also state that your
source of financial support is a grant from




WP, vhich is passed through to your partners and the
paraers pPay an anount back to you to cover the administrative
costs. : ‘

“In your Execytive Summary, submitted with your application,
you state that y mnission is to previda leadership for the

partnership arrandements for the developmant of <IN
) which sell into specific market niches, and
t the initial project, the medical diagnostic market, should

provide axperiance in partnering, in your managemant, and should
generate funding for your susta ility. You state that your
goals for tha first year will be to establish a Board of
Diractors, choose:an Adainistrator, set up adwinistrative
arrangemants such |as accounting procedures, and assist in

establishing your ipartnering arrangements. You list SENNEGEGGDS
S :

(1) W, the leading manufacturer of P
and ona of the largest suppliers of
high performance instruments;

(2) , , will manufacture and market
inatruments;
(3) , one of the largest suppliers of WINENNNGN
and uses k as G

; and

(4) V . 3 ', a software
company creating interfaces between instruments and user
interfaces with analytical software. _

!
You also list Qlfindividuals,

who will help daﬁ' 1at the alior!' ﬂlnoodod for database '

scarches, and , who will
coordinate the :Lniarnnhip program for student training. You

. state that you will seeak to add partners who are developers of
"intelligent” software or who have expertise in der_
MeENPRENEEY, or other types of analytical equipment -

You state thit the first challanga will be for NN
to develop analytical instruments which are
spacifically adapted to the clinical environment; the software

companias must cmiplet.niy automate the analysis, provide
validatable answers, and make~it simple to usa. You state that
there are no truly automated tems on the market for performing

that when you are successful in implementing

this new tec':hnology, the range of diagnostic tests should be in
the hundreds for screening. You statae that <N

|




._You state that the central concept of your organization is
the parthering of wolpanies and nonprofit organiszations resulting
in commercialization of the use of analytical instrumants such as

i, coupled with sophisticated softwarae,

e R you will cause creation
8 vhich are not likely to arise without the
you catalyze. You state that your long-term
goal is to create p non-profit center which will facilitate
development of s clusters of partners which capitalize on
thae strengths in , you
should be self sustaining, operate with the guidance of a Board
of Directors, and should facilitate formation of strong new -
partnerships related to your goals. You state that your main
short term objective is to stimulate the partnerships in
development of th;Ltirst product to provide for your
sustainability. You algo state that while each of the partners
has specific agenda to be accomplished, the end goal for all is
successful commercialization of products which likely would not
have been davelopeP without your organization. '

of commarcial praduc
partnership effo

Each of the ertnerod organizations has signed lettars
indicating that :gz intellactual property developed by one
organization is propaerty of that organization. The
nondeveloping partner of each anization has no rights in such
property, but is allowed first right of refusal for nonexclusive
or exclusive riqhtf as negotiated betwaen thenm. '

Section 501(cb(6) of the Code provides for the exemption
fromn federal income tax of business leagues, chambers of
commerce, real-estate boards, or boards of trade, not organiged
for profit and no part of the net earnings of which inures to the
benefit of any prirate shareholder or individual.

Saction 1.501(c) (6)-1 of the Income Tax Regulations provides
that a business league is an association of persons having some
common business interest, the purpose of which is to promotae such
common interest and not to engage in a reqular business of a kind
ordinarily carried on for profit. It is an organization of the
same general classi as a chamber of commarce or board of trade.
Thus, its activit should ba diractaed to the improvement of
business conditions of one or more lines of business as
distinguished from the performance of particular services for
individual persons.

! .
Rev. Rul. 56-65, 1956-1 C.B. 199, holds that a local

organization whose principal activity consists of furnishing

particular inforsation and specialized individual services to its
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individual members engaged in a particular industry, through
publicationas and other means to effect economies in the operation
of their individuql businesses is performing particular services
for individual ns. Such organization, therefore, is not
enti€led to exemptiion under section 501(c) (6) of the Code as a
businass league sven though it performs functions which are of
benafit to the ticular industry and the public ganerally.

The activities of ‘the organization consisted of the maintenance
of plan rooms for convenience of members, where plans and
specifications forl local construction projects, together with the
::::: of general cpntractors bidding on specific projects, are

Rev. Rul., 68
service for tha

64, 1968-1 C.B. 264, defines a particular
ses of section 501(c) (6) of the Code as an

8 as a convenience or economy to the membars

of the organization in the operation of thair own businesses.

Rav. Rul. 69
manufacturers’ or
common interest t
only to its member
not qualify for

06, 1965-1 C.B. 153, holds that a nonprofit
lzation that conducts research in projects of
their industry and makes the rasults available
rather than to the industry as a whole does
tion under section 501(c)(6) of the Code.
The revenue ruling| states that although mambarship in the
organization is to all businasses in the industry on an
equal basis, not all the businessas in the industry are members.
concludes that since the organization
ults of its research only to its wembers, its
aimed at the improvement of business
entire industry.

Rev. Rul. 70-kl,v197o-1 C.B. 131, holds that tha exempt
status of an organ}zation axanpt under section 501(c) (6) of the
Code is not adversply affected by tha davaelopmant of an
industrial park in| order to attract naw industry to the
community. In order to provide suitable facilities to attract
nev industry, the prganization purchased a large tract of land,
developed it, and pffered appropriate sites to businesses at low
prices, sometimes pt less than cost, in order to induce theam to
- locate in the ity. Thae ravanue ruling concludes that the
organization’s activities are not of a kind ordinarily carried on
for profit and is in furtherance of the organization’s urposa of
improving the gene#al business conditions of the community.

1

distributes the re
activities are not
conditions for the

Rev. Rul. 72-R11, 1972-1 c.B. 150, which clarifies Rev. Rub.
86-65, supra, hol that an organization formed to promote the
interest of its 8 and persons or firms raelataed to tha
building and constfuction industry by providing a plan room and
nevs bulletins available for the entire industry qualifies for
exemption under section 501(c)(6) of the Code. The revenue
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ruling concludes that Providing a news bullatin and plan room
available to the entire building and construction industry
vithout charge improves the business conditions of that line of
business because iit makes information on construction projects
freely available tio the construction industry as a whola. The
revenue ruling stresses that one of the main reasons for
exemption is the fact that the organization’s facilities are open
for use by all individuals and businesses in the industry,
nonmembers as well as membars.

Rav, Rul. 73-411, 1973-2 C.B. 180, in discussing the exempt
status of a shopping centar merchants’ association under section
501(c)y(6) of the Code, describes in detail the higstory of section
501(c) (6) and the types of organizations described therein. In
the case of a Ambar of commerce or similar organization, the
required common business interest is usually the general economic
welfare of a community, and it has been accaepted that an
organization seekihng exemption under section 501(c) (6) as a
chanber of commarce must be ona whose efforts are directed at
promoting the commpn economic interests of all the commercial
enterprises in a given trade community. Trade associations or
business leagues der section 501(c) (6) are similar to chambers
of commerca, axcept that they serve only the common business
interaests of the mpmbers of a single line of businass or of the
members of closely| related lines of business within a single
industry. The ravenue ruling alsc stresses that membership in
section 501(e) (6) prganizations is voluntary and open generally
to all businesses pnd professional persons in the comaunity.

' In a8 SONLALNCE lodustry Research Corporation, 70-1 usTC
9214, the Tax Court examined an organization conducting
sclentific research in the field of glass container production
and manufacture. [ndependant commercial research organizations,
- colleges, and univprsities performed tha actual research. The
contracta for the research almost all provided that the results
were not to be disclosed. Members were forbidden to disclose the
research reports tp nonmeabars and the aim of the organization '
with respect to reports which were made public was not to
disclose information which would be of assistance to a nonmember
from a production standpoint. The Court found that because the
Tresults of the resparch were only for the benafit of members, the .
organization was al cooparative effort on the part of a limited
nuaber of parsons to research business projects for the benafit ‘
of themselves rathgr than the public at large, or the industry at
laxge, and thus exgmption under saection 501(c) (6) of the Code was
denied. The Court|stated that 30% of a group of manufacturaers
engaged in an industry cannot organize themselves solely for the
purpose of investigating and discovering cheaper and bettaer :
methods of conducting their busineas with a view to increasing
their profits wlthgrestrictions on diszsemination of the research

i
|




. of such projects

- results and at theg same time be tax- t under tﬁc statute.

The Court found it unnecessary to speculata what tha situation
might have been the event the organiszation relaxed its rules
and regulations with regard to dissemination of research results.

- 8ince your afforts are not directed at promoting the common
aconomic interests of all the commercial enterprises in a given
trade community, your right to exeamption under section 501(c) (6)

. of the Code, ir » Must rest on your characterization as a

business leagua or trade association, The information you have
submitted, however, indicates that your membership is limited to
and is not freely entared into by organizations
d in similar activities. Therefore, we do not
ship to be open ganerally to all.individuals
or companies in fields of analytical instrumentation,
software creation,| or any other related line of businesses in
your community, and you are not considered to be a business
league or trade association within the meaning of section
501(c) (6), as described in Reav. Rul. 73-411, supra. _

|

It is clear t your membership consists and will consist
solely of persons pr organizations who will be able to work on
specific projects,! vith the product or productsa
ing marketed for profit by such organization
or person. There [is no sharing of any product even batwean
partners. Thus, 1l the benefits that you provide to your
members are obtai by your wembers at the exclusion of persons
or organizations in your area who engage in similar activities
but who are not partners. As explained in Rev. Rul. 69-106, and

-+ 1 entalne QAUSTYY . Regaaxch PEDOYA iy bothmmm,
research that is npt aed equally among members and nonmembars
is not considered ko be an exempt activity under section
501(¢c) (6) of tha Q.

in your area enga
consider your

In addition, the activities you are funding through the
grant from ~are no different than funding
research for a pr n the same manner as organizations
engaging in a reguflar business of a kind ordinarily carried on
for profit. You have mada clear the fact that products produced
as the result of ypur activities must be sg0ld or produce ’
royalties for your! continued existence. Such services you
provide to your mefmbers gives them a convenience or econoay in
the operation of their own businesses. As stated in Rev. Rul.
68~264, gupra, such an activity is defined as a particular
service. By primarily performing this activity, you are not
directing your othrts to the improvement of business conditions
of the entire industry as required under section 1.501(c) (6)-1 of
the regulations. Jou are not similar to the organization
describad in Rev. Rul. 70-81, supra, because your activity is
carried on in the manner as activitiaes carried on for profit.




Even if all of your activities could ba considered to be
proper activities for organizations exanpt under section
501(c) (6) of the Code, the fact that your services are to be
liaited to your members and not to one or more lines of business
within ¢the mean of section 501(c)(6) would preclude exemption

as explained in « Rul. 56-65 and as clari .
Rul. 924211 ’  3UDIA, ‘ fied by Rev

For these reascns, we conclude that you do not qualify for
recognition of exemption from federal income tax under section
501(c) (6) of the Code. You are required to file federal income
tax returns. )

l ‘

You have the ight to protest this ruling if you believe
that it is incorrect. To protest, you should submit a statement
of your views, with a full explanation of your reasoning. This
statement must be gubmitted within 30 days of the date of thisg
letter and musat signed by one of your officers. You alsa hava
a right to a conference in this office after your protest
statement is submitted. If you want a conference, you must
request it when yoh file your protest stateament. If you are to
be represented by Bomeone who is not one of your officers, ha/she
must file a proper; powar of attorney and otherwise qualify under
our Confarance and| Practice Requirements. )

If we do not hear from you within 30 days, this ruling will
bacome final and cppies of it will be forwarded to your key
Distriect Director.! Thersafter, any questions about your federal
igconc tax status phould be addressed to your key District
Director. v

When sending pdditional letters with respact to this case to
the Internal Ravenpe Sarvica, you will dite their receipt by
Placing the following address on the envelope:

Internal Revenus Service
OP:E:EO:T: 24 llJ, Room 6539
1111 Constitution Avenue, N.W.
Washington, D.C. 20224

S8incerely yours,

 (signed) Garland A. Caxtar

Garland A. Carter
Chief, Exempt Organizations
Technical Branch 2




